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RECQ&MENDATIONS

1. That the NSC approve the general strategy presented in

this paper on U.S. Policy in Central America and the Carib-
bean: :

APPROVE L DISAPPROVE

2. That NSC guldance on the relative priority, resource
. levels and policy commitment ths it intends are most
closely'approxlmated in: -

: Package A

- Package B D

‘ o 3- That the NSC authorlze the Department of State to consult
. with. Congress,-our Allies, and key countries in Latin
2 Amerlca and the‘Carlbbean concerning our proposed policies:

 APPROVE__ Tlaf"f’:~1: . DISAPPROVE

4. That the—NSC—authorlze the Interagency Group subsequent
to the above consultations to develop specific courses of

action, risk assessments and funding regquirements within the
general-guidelines of the approved Package and return to the
NSC for fﬁrtherqcon51deratlon before actions are undertaken:

APPROVE.A5 S DISAPPROVE

T _* Approved For Release 2008/04/07 - CIA-RDP84B00049R000701810011-8
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z EXECUTIVE SUMMARY OF STRATEGY A
PAPER FOR THE NSC ON

?

U.S. POLICY IN CENTRAL AMERICA
Tt T AND THE CARIBBEAN

A

ISSUE :

This paper seeks NSC approval of a multifaceted and
comprehensive long-term U.S. strategy for restoring stabil-
ity in Central.America and the Caribbean. It also seeks NSC
guidance in principle on the blend of political, economic
and military instruments to be used to implement the strat-
egy and the overall level of resources and policy commitment
the NSC is prepared to approve. Subject to the President's
approval of the general strategy and level of effort, we
will prepare detailed program proposals and specific cost
estimates for further NSC consideration.

L

DISCUSSION

. . Armed.insurgency, strongly supported by Cuba, threatens
' U.S. interests in Central America and the Caribbean. Our
overriding goal is to defeat Cuban-supported insurgency and
- -‘reéduce’ Cuban influence, and to do so in such a way that pre-
serves other important U.S. interests in the hemisphere and
- —around- the world. :.Just as the challenge is a multifaceted
one . so must be our strategy to meet the challenge. While
‘Cuban support of insurgency is an immediate problem that
must-be:éddtesSed;?gefmust'recognize that the insurgency has
_ -its*rod£ lin{phevldngéstanding political, economic and
" -social ‘problems which provide an all-too-fertile ground for
“‘subversion’ and violent change. .Therefore, we need a care-
_fully balanced~and integrated strategy in which anti-insurgency
;maad“anti-Cubanéeffbrts%will be accompanied by prompt and
 decisiwve ‘actions-in-the political and economic realms. Such
* ° a strategic-approach is necessary not only to address all
- aspectsof ‘the challenge, but also to maximize domestic and
international support for our efforts. We are particularly
concerned that a policy largely based on —-- or seen to be
based on -- military measures would generate such opposition
:among the American public, the Congress and our Allies as to
—jeopardize their support and ultimately the strategy itself.

i . TOP SECRET/SENSITIVE
RDS~-3 3/23/2001 (McFARLANE, ROBERT C.)
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THE STRATEGY _ Y
As detailed in the full paper below, U.S. strategy
would address three broad strategy dimensions, each of
which we have divided into "strategic elements" with support-
ing “illustrative courses of action" and "preliminary evalua-
tions.” _We have used the caveats "illustrative" and "pre-
llmlnary to underscore that, subject to Presidential
approval of the general strategy, detailed courses of action
will be prepared, evaluated and submitted to the NSC for
conszderatlon. In outline, our proposed strategy is:

A. Bfforts to deal 1nternally with the challenges.

Strategic Element. Measures in Central America and the
Caribbean to Control or Prevent Armed Insurgency
(effective security assistance to friendly dovernments,
aid to forces opposing Cuban-backed governments,

25X1

- - ing the Political, Economic and Social Conditions of

" ‘Central America and the Caribbean, the Breedlng Ground
- of the Insurgency Virus (increased economic assistance,

~ .a "Reagan Plan -for Caribbean Basin Cooperation,” sup-

-. port for early'and credible elections, assistance to

- .the govermment in curbing abuses against the people
';_by the mllitarles)

- Strateglc Element' .Measures to get Nicaragua back on

.. the Course Toward Pluralism and Away from Castro (steps
‘;:_ to assist the—existing government back to moderate
paths or tOnreplace it w1th moderate forces)

- = o .,:_‘.

S TS Efforts ‘aimed at the sources: i.e. to alter Cuban

and Soyxet.behavxar.;;gp_ o

*fji-Strateglc Element. Measures vis-a-vis Cuba to end or
Curtail Cuban Support Co

Strateglc.Element. Measures to Induce the 50v1et Union
to—W1thdraw its Support of Cuban Adventurism

NOTE: U.S. p011c1es in this dimension of the strategy
will be studied in a separate policy paper commissioned by
the SIG-glven the global nature of Cuban and Soviet support
of insurgencies and the far-reaching implications of any
U.S. measures against Cuba or the Soviet Union.

L TOP SECRET/SENSITIVE
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C. .Initiatives to generate support for our policies.

Strategic Element: Consultations with Allies on U.S.
Policy toward Cuba, Central America and the Caribbean
(gquiet diplomatic missions to seek political support
for our balanced strategy and cooperation in increased
assistance to the region)

Strategic Element: Consultations with Congress

“{a legislative,action program aimed at fostering sup-
port for economic and security measures and, if nec-
essary, fbr‘sanctlons against Cuba and Nicaragua)

se S L s

Strateglc Element~ A Worldwide Information Campaign

(a massive effort, perhaps kicked off with a major
~ Presidential’ address setting forth U.S. policy for

the regron)4**~

OPTIONS ON RESOURCES AND LEVEL OF EFFORT

In conclnd;ng that a broad and integrated strategy is
needed, we recognzze'there are any number of combinations of
courses of-action and variations of emphasis. The full NSC
paper below presents two illustrative general policy combina-
tions which represent: - (a) a high-priority enhanced (above
inherited levels) policy commitment, but attentive to costs

""to U.S..programs in-other parts of the world, and (b) a top-
przor1t37.h:gh—intenflty, all-out policy commitment. A
highly- tentative estimate to indicate a rough order of
magnltndeebetween the two packages would put cost to the
U.S. in terms-of additional economic and securlty assistance
to—-the region“in>FY 1982 at some $330 million in the "enhanced”
package—and $530-million in the "all-out® package. In sub-
" seguent years official assistance could be augmented by, or
© partially substituted by, resource transfers to the region
resulting from a-major Administration initiative to estab-
lish a new approach to fostering stable regional economic
development through a Caribbean Basin Cooperation Agreement.

_TOP_SECRET/SENSITIVE
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T ° STRATEGY PAPER FOR THE NSC -

U.S. POLICY IN CENTRAL AMERICA
AND THE CARIBBEAN

I. Strategic Overview

The most aggravated insurgent situation in the Caribbean
and Central America exists in El Salvador, where substantial
U.S. security assistance efforts are already underway to
buy time and to stabilize the immediate threat. The insur-
gency challenges faced by Guatemala and Honduras are less
advanced, but will .increase unless effectively countered.

In Nicaragua "and -Grenada, Cuban influence has already reached
an unacceptably high level. 1In Costa Rica, traditional
democratic institutions are belng undermined by severe econo-
mic problems. Similar economic difficulties undermine the
democratic institutions of the other islands of the Caribbean,
offering potentially fertlle ground for Cuban subversive
efforts.w-Q:,A__e :

R W
N
- - . — .

- ~k-U.s. xnterests call for a Central America and Caribbean
of ‘stable,: prospering and moderate states friendly to the
United States.and.free of significant influence from powers
hostile to us...-Cuba's objectives in the region are to over-

- ..throw existing governments, replace them with Marxist regimes

and diminish-0U.S. influence. Cuba, with indirect Soviet
‘supgort, has-trained, coordinated, supplied and advised
insurgents and would-be insurgents throughout the region.
The SIG has directed that actions vis-a-vis Cuba to end or
“curtail”its support:for Central American insurgents be

- studied separately-as part of a broader U.S. policy for
‘addressing Cuban and Soviet support for Marxist insurgent
groups—around the;norld. Thls study will be forthcomlng

e For twenty:ggars successive U.S. admlnlstratlons have
sought to cope with the Cuban challenge, most usually on an
ad hoc and random basis. It is time that the United States
developed a broad and enduring program for dealing with the
Cuban threat.  We have spoken publicly of our intentions

.. in this regard, and our credibility will suffer if we do

. not match our words with effective action. Cuban adventurism
must be met in our own front yard not only to defend our
local interests, but also to defend our global stakes in
the rule of law and international order; a failure to deal

..—with the Cuban problem will only embolden our adversaries
and undermine our Allies and friends worldwide.

. TOP SECRET/SENSITIVE
RDS-3 3/23/2001 (McFARLANE, ROBERT C.)
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It is important that we understand the precise nakure

of the threat. There exists throughout much of the regfon
long-standing and deep-rooted political,  economic, and
social problems which provide an all-too-fertile ground for
subversion and violent change. Cuba, with Soviet encourage-
~ "ment and support, is successfully exploiting these conditions,

“"using a range of military and political dinstruments.

But just as the challenge is multifaceted, so must be
our response. It is our view that to succeed we must adopt
a- carefully balanced and integrated strategy in which anti-
insurgency and anti-Cuban efforts will be accompanied by
prompt and decisive actions in the political and economic
realms. Such a strategic approach is necessary, not only to
address all aspects of the problem, but to maximize domestic
and intermational support for our efforts. Indeed, we are
particularly concerned that a policy largely based on -- or
seen to be based on — military measures would generate such
opposition among the American public, the Congress and our
Allies as to jeopardize their support and ultimately the
strategy itself. .. "' . '

-_ i;,:fsﬁrgéégQ Dimensions and Elements

.7 A successful.’strategy for dealing with the Cuban chal-
- - lenge -must be -botk-balanced and comprehensive. Three basic
“dimensions . are ‘necessary:
B T M
T © A. ‘Efforts-to-deal ‘internally with the challenge, i.e.
measures ‘to_control . or prevent armed insurgency and to
effetti#elffsuppbrt*imp:oved‘political,'economic and social
conditdonss= oo TR o

o -lebl’;Effdrté“aiﬁédfat'the sources, i.e. measures to alter
" Ccuban and Soviet behavior through inducements or sanctions;

o .7;7?C*j;Ihitiétiﬁééﬁidigenerate support for our policies in
" the U.S. public and Congress, among our Allies and in world
_ opinion generally. .. ~— -

-We-hé&e divided -these three broad strategy dimensions

into eight "strategic elements,” with supporting illustra-
tive;ponrses of action and preliminary evaluations.

-
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jst—Strategic Element: Measures in Central Americy and the

Caribbean to Control or Prevent Armed
Insurgency

Iiiustrative Courses of Action

‘—-- DOD security assistance and training to correct
serious deficiencies in the armed forces of El Salvador,

Guatemala and Honduras; 25X1
25X1
{ 25X1
- securlty ‘and training assistance to the security
forces of the:Calebean islands.
Prellmlnary Evaluatlon
~-ff v Traxnzng and.mater1el security assistance for the armed
- ‘forces is do-able, | 25X1
o | Congressional 25X1

_approval is necessary and probably would be forthcoming in

" - - -the strategy context here. 1In furtherance of our overall

'ﬂstrategy, -U:S. military presence and visibility in-country
. should be as.low . and as unpublicized as possible. If kept
.in balance wlth.other elements of the strategy, the rlsks

are manageéble;

_ 2nd Strategic Element: Effective U.S. Support for Improving
T haiie e — ._- the Political, Economic and Social
e ' Conditions of Central America and -
~ the Caribbean, the Breeding Ground

of the Insurgency Virus -.-- -

" fTllustrative Courses of Action

-A. Increased U.S. and international economic assis-
tance to Central- America and the Caribbean deliberately
designed and packaged to help neutralize insurgent propa-

TOP SECRET/SENSITIVE
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_a_. ganda, enhance U.S. and Western credibility and g.nlgrove the
image of the respective governments: ' ¢
_-- Significant increases above previous economic assis-
tance levels for Central America are necessary, for politi-
cal, psychological and propaganda impact, as well as on
strict economic grounds. ,

-- Economic assistance programs in the Caribbean should
be examined and increased as necessary; existing assistance

mechanisms should be reviewed to determine their responsive-
ness to U.S. interests;

-- the U.S. should take the lead in arranging increased
economic assistance for Central America and the Caribbean
from other donor nations and international financial insti-

: tutions. T

T - .-- appropriate performance standards must be developed
.. to assure that economic assistance programs are seen by the
-~ . people bf"céntraI‘America and the Caribbean to be directed
- at improving_théiyystandards of living.

. - 0. .7 .. B.".Develop‘a "Reagan Plan for Caribbean Basin Coopera-
) "f;*ftion.*_;Many?ekpert observers doubt that, regardless of
: - ff,leyels’of*gntside official economic assistance, the tiny-to-
- . "“*gmall-economies of the Caribbean and Central America will’
- ever become-self-sustaining without a special relationship
~ . to the. markets of-North America. The Administration could
“*%iexploigia;new3Ca;ibbean-Basin Cooperation Agreement provid-

-~ .<:ing-fors O

;:;ééeswa}jfréé trade with the U.S. and Canada (no

“;5buht;thére would have to be transitional quantity -
e -+ safeguards on some. sensitive products such as tex-

T _iz-tikesy: Puerto Rican rum, some vegetables).

R -

- .2 some-trade concessions by Mexico and Venezuela (and
- ,»-_possi?ly Brazil) to the other members.
-;'Stibiliiation loans to primary producefs when prices
. f£41} below a certain trend; all members would parti-
- " cipate in financing.

-— Polifical conditionality.-- i.e., cut off if a coun-
try does not move toward pluralism.

N - — TInitiative to be taken jointly by Mexico, Venezuela
. o ' and U.S. (and possibly Brazil).

. TOP SECRET/SENSITIVE

- Approved For Release 2008/04/07 : CIA-RDP84B00049R000701810011-8




Approved For Release 2008/04/07 : CIA-RDP84B00049R000701810011-8
- . -5 - T

LY

) C. Qu1etly but firmly help authorities of eadh govern-
. ment develop early and credible electoral processes %o legi-
= timize them in the eyes of their own people and U.S. and
world opinion; elections -- not negotiated power-sharing
with the left -- is the polltlcal solution that meets our
_policy goals while at the same time providing a positive
focus for our consultative and information programs.

-ae

-- the U.S. must heavily empha51ze in all public dis-
cussions of El Salvador the electoral process that is get-
ting underway and seek means (e.g. international supervision
or oversight) to enhance the credibility and fairness of the
process both in El1 Salvador and abroad.

-- in -Guatemala and Honduras we must impress upon the
governments that our economic and security assistance is
_sustainable only'lf accompanied by firm and effective govern-
ment measures setting up credible processes leading to early

» national elections. The U.S. should assure the continued
progress in Honduras toward elections and insist with Guate-
malan authorltzes that they take prompt steps toward elec-
tions. . _

.:7'" D.“”Quletly but'flrmly help the authorities of each
'government "£o- curb the excesses of their militaries which
o ser%e to allenate thelr populations and feed the insurgencies.

<i?5ff-- deveiop.programs and training courses with Central
American militaries for this purpose; identify appropriate
“and 1nappropr1ate military behavior; codes of conduct; mili-
tary civic-action programs; prevention of crimes against the-
pepulatzon by the-military, and punishment of crime when it
- ‘occurs; propaganda,campalgn puttlng mllltary in a favorable

~Prellmlnaxy-Evaluatlon

— We bellevefthat in the strategy context outlined here,
_Congress will support substantially increased economic assis-
tance for Central America and the Caribbean. A major Admin-.
istration initiative toward a special economic relationship
with the Caribbean Basin would be a dramatic demonstration

~ of long-term United States commitment to the region. Quiet
but firm U.S. pressure on the Central American governments in

} . ' - TOP SECRET/SENSITIVE
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4-‘ the areas of economic and social progress, political reform
and curbing military excesses is indispensable to the strat- .

egy; U.S. assistance should be linked to satisfactory per-
formance. We cannot appear to be supporting a return to

- ‘extreme right military dictatorships in Central America. In

“—~ the Caribbean we must act now to increase support of the
existing democratic structures before they are over-whelmed
by economic and social problems. Our purpose here ‘is not to
engage in mindless coercion of governments over isolated
inconsistencies with our values which ignore our larger con-
cern for measured progress in broad terms toward political
and economic stability. We believe that our initial expres-
sions of support without exac¢ting quids pro gquo have estab-
lished our bona fides and good faith and that we will be
able to achieve the changes we seek through quiet, balanced

diplomacy. 25X1
' 25X1

3rd Strategi&-fléméhtﬁifMeasures to get Nicaragua back on
- .. . .. ‘Course toward Pluralism and away from
.- Castro: A Carrot and Stick Approach

i:ti;ii1£5£fd£§ﬁél¢0nf$es-of Action

. LR s ey

.~ 7A."In a forceful, private demarche to appropriate
Nicariguan. leaders, -delivered by our Ambassador after con-
sultations.with you, explain our Cuban denial policy and the
unacceptability of .{1) Cuban security links with Nicaragua
-and {2) ‘emergence-of ‘a Marxist-Leninist, one-party state in
Central Zmerica; :invite Nicaragua to move toward free elec-
tions together with-its Central American neighbors; offer

- resumption of U.S.“assistance to and cooperation with a

" pluralistic; ‘moderate Nicaragua. Our goal is to push the

_ existing—government back to moderate paths or promote its
. replacement by moderate forces. o

B;"fbpeﬁiyfpramote and encourage democratic institu-

tions in Nicaragma. - Work with Central American nei
su Nicaraguan moderates against the Sandinista

25X1
25X1
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Preliminary Evaluation S
’—‘. The prospects of a demarche to Nicaragua are poor.

Nicaragua is a special case in that the insurgency triumphed,
and the-problem is now excessive Cuban influence and growing
radicalization of the regime. The Soviet and Cuban commit-
ment to a Leninist-Marxist state in Nicaragua is high.
Nevertheless, for reasons analogous to our approach to

Cuba =-- to protect our flank on the left -- a demarche to
Nicaragua appears to be a necessary square to fill. 1In the
context of the constructive U.S. strategy outlined here,

U.S. concerns about the course of developments in Nicaragua
may be shared sympathetically by some other regional players,
such as Venezuela and Costa Rica. A U.S. public policy of
staying in the background and letting Venezuela and others
take the lead in urging early and free elections in Nicaraana
is feasible..

25X1
25X1

o re )

ptm st

4th Stratééié?ﬁleﬁént: Measures vis-a-vis Cuba to end or
S RN Curtail Cuban Support: A Carrot

e e

‘ ; and Stick Approach
: : -NOTE: " Measures vis-a-vis Cuba will be examined in the
~ context of the-separate policy paper commissioned by the
SIG.1. With regard: to Central America and the Caribbean, the
objective would be to put an end to effective Cuban support

for insorgents-before Cuban-supplied assistance reaches the

area. A& related issue is that of interdicting on the scene

in Central America the infiltration of Cuban assistance to
insurgents.: Direct action in the target area itself against
infil€ration from:Cuba, while not as directly challenging as
would-be measures ‘directed against Cuba itself, would never-.
theless-be a high-risk operation. On balance, we believe

the potential -gains-outweigh the risks. Infiltration from

Cuba cannot be allowed to go unchecked, and can only be

stopped by a reorientation of policy which makes clear that

we will no longer tolerate Cuban exports of arms, troops and
assistance- to third world countries. Such a policy can only

be successful if it is backed by the means to enforce this i
-Pledge and the will to use them decisively.

‘ o TOP SECRET/SENSITIVE —
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’ . 5th Strategic Element: Measures to Induce the Sov.ﬁet Union
- to Withdraw its Support of Cuban -
Adventurism

NOTE: Measures vis-a-vis the Soviet Union will be examlned
. in the context of the broader policy paper commissioned by
~the SIG. With regard to Central America and the Caribbean,
'we would make clear to the Soviet Union that we will no
longer tolerate Cuba's support for insurgency in Central
America and emphasize that the USSR cannot avoid responsi-
~ .~ bility for Cuban actions which they are in a position to
influence. It is not clear, however, that we would need to
. .Anvoke linkage formally. There is some evidence that the
.Soviet Union will not go to the mat for Cuba at a time when
-- they are preoccupied with events in Afghanistan, Poland and
elsewhere. . If this is true, our insertion of this matter as
.a major issue in US-Soviet relations would be unnecessary
and perhaps counterproductive in that the Soviets mlght
_require correspondlng concessions from us elsewhere in
- return- for easing off Central America -- a decision they may
-;e__have already made. ' Consequently, there is no compelling
-.,need to approach-the Soviets formally at this time. In the
s normal . .course of our dialogue, however, we should let it be
- knoun.that our expectations of restraint encompass not only
] ~their behavior but that of their clients as well. Moreover,
‘ durlng the next six months we should measure Soviet reactions
~rto our efforts and reconsider a formal demarche if the need

T arrsese

!

o ;:Gth Strateglc.BIement* Consultations with Allies on U.S.
L L e - Policy toward Cuba, Central America
- o R and the Caribbean

'Illustrative Courses df Action

S - Snbject to NSC approval of the strategy, dlplomatlc
" missions will be guietly dispatched to European allies and
o _key Caribbean, €entral and South American countries to con-
'sult on U.S. policy toward Cuba, Central America and the

Caribbean. -The approaches will follow-on from the earlier
~missions which alerted them to Soviet/Cuban support of
' insurgency. The principal purpose of the new approaches
will be to counter fears of U.S. over-emphasis of a "mili-
tary solution”; the emissaries will emphasize the U.S.
commitment to political solutions through 1mpart1a1 elec-
tions and to sharply increased U.S. economic initiatives to
- ‘ attack the social and economic roots of discontent. They

-

TOP_SECRET/SENSITIVE
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willalso reiterate that the U.S. will not tolerate Cuban

support—for—insurgency in Central America and the Caribbean.
The emissaries will seek political support from the countries
visited for our policies and their cooperation in 1ncreased .
economic..assistance for the region.

Preliminary Evaluation

This element is an essential and integral part of our
strategy. The emphasis should be to place into the broader
strategic context of overall U.S. policy in Central America
the U.S. determination to counter Cuban-supported armed
insurgency. which was the principal message of the Eagleburger
and related consulations.

7th~SLrateglc Element- Consultations with Congress

Illustrat1Ve Courses of Actlon

"--~Sub3ect to4NSC approval of the strategy, we will
prepare.a legislative action program beginning with brief-
ings and consultations with Congress aimed at fostering
support. for economic and security assistance measures and,

‘if'necessary,=forfsanctions against Cuba and Nicaragua.

breilmlnary Evaluatlon

-F‘Only\a baIanced U S strategy as presented above will be

'llkely to obtain and sustain Congressional support. A

careful Legislativer Action strategy must be developed and
1mplemented’1n:erder'to maximize the likelihood of Congres-

51onal‘support-“

8th Strateglc-Element-‘ A Worldwide Information Campaign.

Illustratxye Courses of Action

-~ We wlll need‘to develop a massive information cam-
palgn to inform U.S. and world opinion of the challenges in
Central America and the Carlbbean and .U.S. policies to
counter the challenges.

- TOP SECRET/SENSITIVE
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" ' - The campaign could be kicked off with a major‘Pre51-
dential address definitively setting forth the enllghtened
statesmanlike and clear U.S. policy for the region.

Preliminary Evaluation

We need to develop a major campaign- to present to
American and foreign opinion an image of a Central America
(a) on the road to democracy, moderation and economic develop-
ment, and (b) struggling against Soviet/Cuban subversion;
and to represent U.S. policy as firm, constructive and well-
motivated.

III. Viable Policy Combinations

The strategy presented in this paper is a balanced and
integrated one which addresses concurrently the three basic
dimensions of the challenge. The previous Administration in
its concentration. on the underlying and regional causes of
1nsurgency failed to address in time the fact of Cuban and
Soviet support_and, indeed, failed to attack even the domes-
tic -root conditions with adequate resources. We have con-
sidered the opposite approach of a "gquick fix" solution,

_i.e. trying. to end the problem through slamming the door on

Cuban/Soviet.-support (either through negotiations or by

~force) or through“military defeat of the insurgents on the

ground. - -We will- beVStudylng further in a subsequent policy
paper lheasures .vis-a-vis the Soviet Union and Cuba. How-
ever, we have. conclnded that unless root social, economic
and polltxcalfcauseseare effectively addressed, insurgency
will remain. an ever-attractive alternative for the alienated

populatlonsf_

. In conclu&ing that a broad and integrated strategy is
needed, —we recognize there are any number of policy combina-
tions, andvariations of relative emphasis on policy elements
are possible. Below we present two illustrative general
policy combinations which represent: (a) a high-priority,
enhanced (above inherited levels) policy commitment, but
attentive to costs to U.S. programs in other parts of the
world, and (b) a top-priority, high-intensity, all-out

‘policy commitment. -
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‘.‘ PACKAGE A: ENHANCED BUT MODERATE , e

This option would recognize our acceptance of the
nature of the threat and our readiness to act to meet it.
Considerable resources would be made available, and we would
run some risk of Cuban or Soviet reprisal. The objective
would be to reduce Cuban influence in the region and to
begin effectively to attack underlying causes, aiming for a
not particularly dramatic but nevertheless enhanced effort
to be sustained over time. Within this approach we would:

-- survey and propose revised economic and securlty
assistance programs, prioritizing from most pressing to
least pressing;-

- expana cuﬁreht‘economic and security assistance
efforts to address most pressing needs, in the light of
competing needs from other regions;

— increase MTT and other training throughout the
region in response to requests and priority needs;

-~ develop a. major Administration initiative for Carib-
bean‘Basxn Cooperatlon,

‘. - support early progress toward :meartlal pelitical
electlons in Central America;

1/

— encourage programs to end military abuses in Central
Americas;

1/ See note on page 12.
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- engage in an extensive consultation and 1nformatlon
campaign with U.S. public, Congress and allied and Latln
American governments to build support for our policies;

NOTE: Measures vis-a-vis Cuba or the Soviet Union will be
examined within the context of the broader policy paper
commissioned by the SIG.

PACKAGE B: TOP PRIORITY, ALL-OUT

This option would require an effort to forge a consen-
sus to act decisively against the Cuban threat. We would
devote resources as required, and we would seek to sub-
stantially reduce or eliminate the threat emanating “from
Havana and to attack massively indigenous social, economic
and political conditions. Under this option we would (above
and beyond the ‘measures in Package A):

-- ‘carry out a-major assis - e effort in which Central
America and the Caribbean would . .ve high-priority claim in

vcompetition with other regions;

:;}1—~ destablllze rullng factions in Nicaragua (and Grenada);
NOTE: Measures vis-a-vis Cuba or the Soviet Union will be
examined w1th1n the context of the broader policy paper com-
missioned by the SIG. The extent and directness of these
measures would—be—a major varlable between Packages A and B.

oy S :
'RESOURCE IMPLICATIONS_OF PACKAGES
"' Tt is not feasible at this time to project with preci-
sion . the_resource costs of pursuing courses of action along
the illustrative.lines of Package A or Package B; specific
program proposals and detailed program costs will be pre-

“pared subjectth'NSC’approval of the overall strategy.

Economic Assistance

The State Department estimates that the realistic U.S.
share of additional outside resources necessary to begin to
reverse the negative economic growth rates of Central America
and the Caribbean (our "ALL-OUT" package) would be an increase

“TOP SECRET/SENSITIVE
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of some $410 million in official economic assistance'in
FY 1982. While any amount substantially short of that =
figure would be inadequate to start -to turn the economic
situation around, an additional U.S. economic assistance
figure of. $250 million in FY 1982 (our "ENHANCED" package)
could probably be presented in such a way as to provide
strong evidence of U.S. resolve to support the economic

development of the region.

A "Reagan Plan for Caribbean Basin Cooperation", if
proven feasible after further study, could in the years
beyond FY 1982 augment, or partially substitute for, U.S.
oficial resource transfers to the region.

Security Assistance

--Tentative estimates of additional security assistance
and training in F¥ 1982 range from an additional $76 million
for Central America (and perhaps an additional $5 million
for the Caribbean- islands) in an "ENHANCED" package to an
additional $110-million (plus $10 million for the Caribbean)
1n an "ABL—OUT" package.. The orders of magnitude are thus:

:Lg-->"~ﬁ7;  v“—l;‘; : FY 82 FY 82
CT L eleeilAa Package A Package B
] -v»:; f f‘”f.?”-vi ' ) "ENHANCED"  "ALL-OUT"
Addltlonalchonomlc.Assxstance $ 250 | $ 410
~<Addltlonal Securlty A551stance
SIS . 81 120
$ 331 $ 530

A“The aboveefrgures (the tentatlve nature of which cannot .

be stressed: too-highly) do not include increased program and
-operational costs-_that would result from implementation of
other measures»anésactlons discussed in this paper.

. DEe o

IV. Conclusion:- .

Regafdlessibf level of effort, there are a number of
P ind el 13 +akes ]
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-- emphasize our positive economic and politital
policies in consultation and information programs; =

—— provide more economic assistance;

-—- assure progress toward elections and reduction of
military abuses;

—- lower our military presence profile in the fight
against the 1nsurgency, downplay the U.S. security contri-
bution;

- ratlonallze our military command arrangements in
Latln America; B

These Inltlatlves are needed not only to enhance our
flexibility and credibility but to give us the capability to
‘respond to unanticipated developments. The political cli-
mate—at home and-abroad for mounting a high-level counter-
Cubdn strategy ‘must be developed. We must be prepared to
act.” What level :we respond at is a policy choice; we must,
however, have_remedial steps to insure we possess the capa-
city to—exercisa‘that choice.

%

Lastly; there is no nece551ty of choosing either option

in its.entirety.: ~Rather than viewing Package A and Pack-

_~age B as~sharply:61fferent starting point levels, they can

also be viewed as’graduated steps, beginning with the moder-

ate package-without precluding eventual use of more stringent
measures.;.ﬁspectS»of each can be blended, owing to preference-
. or in some cases:lack of resources. What is necessary, how- -

ever, rs~that:we>£ashlon an integrated package and make the
commitment - to- caxry it out -~ with resources, with Allies,
with actions. ~ Most - lmportant, we must decide how central a

role to accord this decision in our foreign policy. Only

with such a framework and consensus can we decide on more
specific policy alternatives. With NSC approval of the
recommendations on page 4 of the Executive Summary, we can
_proceed to develop detailed program proposals and specific
cost estlmates for NSC con51deratlon.
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PoYicy Implementation Considerations A

First Strategic Element: Measures in Central America
and the Caribbean to Control or Prevent
Armed Insurgency

SUMMARY

Of the possible courses of aciion identified@ in the
bzsic paper under the First Stratecic Element, this dis-
cussion addresses military materiel and training assistance
to Central 2America and the Caribbezn (CIA and DOD intellicence-
related programs will be treazted elsewhere). 2 basic assump-
tion of this paper is that reasonazble procress is being mzde
on the other elements of the overall U.S. strategy for the
region, particularly in reducing the inflow of Cuban support
for insurgency. -~ -

. .Our principel conclusions are: (1) Upgrading of U.S.
military materiel and training assistance to the recion is
an-essential element in developing an effective long-term
U.S. strategy :for restoring stzbility in the area; (2) Total
assistance-costs resulting from an up-graded U.S. effort in
Central America and the Caribbean will remzin modest com-
pared.to other world trouble spots; (3) Nevertheless, prior-
ity attention in-the budget process to the security needs of
the area is necessary to assure that needed resources-zre .
not preempted by much larger programs elsewhere; (4) The
security situations ‘in Central America ané the Caribbezn are
very gissimiYar-and require differentiated security assis-
tance approaches; -a common element is +the need for conces-
sional security assistance terms in most countries and
flexible mechanisms.which take into account the specizl
characteristics of the individual countries; (5) Detailed
program development and cost estimates will reqguire interagency
coordination in Washington and the active Participation of
our embassies in the area.

The summary table attached to this paper provides rough
estimates of FMS and IMET projections for FY 82 and FY 83,
as compared to the FY 81 base. -
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SECURITY CEALLENGE AND RESPONSE IN ‘e
CENTRAL AMERICA '

El Salvador's need to combat a. full-scale insurgency, the
outcome of which is uncertain, to Costa Rica's relatively
non-violent, permissive environment which has lent itself to
leftist and rightist operations aimed at other countries
and, now,- the beginnings of terrorism. Guatemale is dezling
repressively and unsuccessfully with a2 low-grage insurcency;
Honduras must cope with internzl corruption and@ the flow of
arms through its borders to the Szlvadoran and Guatemalan
insurgencies; and Belize is struggling te work out an accept-
able independence formuia which woulé also Provide for its
security. Nicaracua is treated separately in the basic
strategy paper. . Panzma is a special case given the Presence
of American troops there to defend the Canal.

U.S. security assistance to Central America must be
viewed in. the context of +he politiczl climate of each coun-
try and the degree to which military forces are avoicding
blatant abuses that zlienate +he civilian populations zng
poison the climate in the United States for the provision of
securityv .assistance.  While we seek to avoid public condemnz-
tions and direct ‘linkages between our security assistance
procrams and military zabuses Or political repression, we
must impress upom recipient countries the inevitable inter-
relat}onship of these factors.

Organizational,ﬁintelligence, and command and control
deficiencies_areaatxthe root of Central American military

. problems, U.S. training, equipment and advice are crucial.

In addition, the-key role played by national guard/paramili-
tary units in.rural villages and police units in the cities —--
in the case of El Salvador and other countries -- point to

the need to.seek Yegislative adaptation or armed forces
restructuring to facilitate training for these abuse-prone
units ané to-orient them toward civie action, psyops, rallier
bPrograms, and informational activity designed to win popular
Support and undermine guerrilla strength.

Equipment requirements for Central America will be
heavily influenced by the character and extent of insurgent
offensive activity in the various countries, the type of
weapons received by the guerrillas, and the nature of the .
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ﬁilitarf'threat posed by Nicaracua. The sums of the pro-
jected FMS and IMET levels by FY 83 (strictly subject to

more cdetailed study) for Central America-are a modest $50.0.
million and $4.07 million, respectively. In the event of
unforeseen emergencies, consideration should be given to draw-
ing from the $100 million dollar MAP (grant) Special Reguire-
ments Fund, being reguested of Congress for the first time

in FY 1982. 2Another way to meet such emergencies would be

to reprogram FMS credits to Central America or within Cen-
tral America.

EL SALVADOR

The U.S. should continue to counter the foreign-supported
insurgency through security assistance -- materiel and
training -- .to the Salvadoran forces. '

- To implement the programs, FMS credits over the next
2-3 years should be made available a2t zbout the same level
2s prcposed for FY 82 ($25 million), on concessional terms.
These credifs would be used to ecuip new units of the zrmed
forces and to improve their mobility and counter-infiltration
cepabilities. . IMET should be increzsed significantly from
the FY 82 levels of §1 million to $1.5 million to upgrade
the professional capzbilities of the armed forces. Training
programs should be . shifted as rapidly as feasible from E1 Szlve-
dor to Panama- br the U.S. U.S. military presence in the
country should be reduced as guickly as possible consistent
with achievement of training objectives. We must keep in

'mindfthe_potential-need“for higher levels of assistance and
- training if-there occurs an unexpected Geterioration. o

The U.S. seeurity assistance should upgrade Honduran
counter-insurgency.and counter-infiltration capabilities to
stem the flow of materiel to El Salvador and to defend
Honduras against internal security threats.

-. In support of these objectives, FMS credits should for
the next 2-3 years be increased above current modest levels
($10 million in FY 82) and made on concessional terms. IMET
training should be increased from $.7 million in FY 82 to
$1.0 milliom in FY B3. The recommendations of the proposed
border surveillance MTT will be useful in Planning both train-
ing and materiel assistance.

-
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COSTA ~RICA s

.

. .

.

A detailed survey of Costa Rican security needs and the
most effective way for the U.S. to promote the professionali-
zation of Costa Rican security forces is necessary. IMET
training should be expanded from $.06 million in FY 82 to
$-3 million in FY 83 and redirected to intelligence, borger
-pPatrol and counter-infiltration technigues. FMS credits have
not been sought or offered in recent Years. We would expect a
review of Costa Rican security needs to result in a modest
one-time reguirement (say $5 million for contingency plan-
ning purposes) for concessional FMS which, if realized in
FY 82, would have to be reprogrammed from other countries.
_The possibility of requirements in follow-on years would be
kept under review.

Guateméla

Assuming Guatemala meets cur political condéitions for

o _resumption of U.S. security assistance, we anticipate an FMS

reguirement of $5-million in FY 83 and beyond in the zrea of
transportation and communicztion eguipment and parts.
Trziming programs zre needed in the areas of planning,
communications,'cbunter-insurgeﬂcy and civic eaction, ete.
An FY .83 "IMET.level of $700,000 is recommended with an
increase to $1 million in FY €4 and beyond.

-

¥

Belize - "%

*'Whilénééighéﬁldiurgé the British to retain pPrimary
responsibility for _Belize's security even after independence,
we should begin to establish a security relationship with a

—small $60,000 IMET program in FY 82 and beyond.

_PANAMA

‘By an exchange of notes at the time of the Treaty, we
are committed to providing up to $50 million in FMS credits
over a2 ten-year period. Panama has so far showed no urgency
to utilize the credits. While there are no immediate secur-
ity threats in Panama, a GOP estrangement from Cuba, which
may now be developing, could give birth to leftist dissidence.
Until Panama undertakes regquisite force Planning, FMS plan-
ning levels oI $5 million annually beginning in FY 82 and

CONFIDENTIAL .
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boyond seems adeguate, but will have to be increased- _in

later years to meet our ten-year commitment by FY 84, IMET
programs at the FY 82 level of $500, 000 should be aae@ﬁate
for future years.

MATERIEL AND TRAINING ASSISTANCE FOR THE CARIBEEAN

Unlike Central America, active insurcency is not cur-
rently a problem in the Caribbean. Potential threats could
develop in Jamaica and in the Eastern Caribbean, and over
the longer term are possible in Baiti and pe*haos the Domin-
ican Republic. Aoart from social and economic condéitions,
addressed elsewhere in the basic paper, the primary security
problem is the sorry state -- bordering on non-existence, in
some cases -- of government security forces in the smzller
EC islands. . With some individual exceptions, security
forces in the region generally lack egquipment, cadére, training,
leadership and organization. And they lack the resouvrces to
correct these problems. The objective of U.S. security and
training assistance is to assist the developmenb on each
island of basic security force capabilities to permit them
to cope with low-level threzts that could develop. Substan-
tial programs are-already underway in the Dominican Republic
and. Barbados; limited programs 2re in progress in Haiti,
Jamaica, Guyanz &and.Suriname; and assistance is planned for
the Eas*ern'C-rlbbean'(see table).

Pbr most~of the<countr1es of the region, former colo-
nizl powers~(tbe~UK, Netherlands and France) have primary
interest in-and: resoon51b111;y for internal and external

’securlty._ ‘Canada and- Venezuela also have provided limited

security. assistance®:The USG effort should augment -- but
not replace-— ;peqsepuglty support provided by these other.
natlons el '

‘The D. 5-’neeés,to ‘increase substantlally (from very low
or minimal: ex1sting‘levels) FMS credits (the terms must be
concessional in most cases to be useful) and IMET training,
with programs for individual countries developed with our
Embassies and host country governments to address specific
needs.. Security cooperation among the Eastern Caribbean
islands should be encouraged to the extent possible. 1In
this regard, the more developed and sophlstlcated countries
(e.g. Jamzica, Barbados, Trinidad and Tobago) "could perhaps
Play key roles in training the security forces of the smaller
islands. Also, we wish to continue our efforts to encourage
cooperation in the Eastern Caribbean on Coast Guard capabil-
ities. _ .
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s . 2 continuing problem related to the provisicn of secur-
ity assistance to several islands is the prohibition under
U.S.: law against providing FAA-funded assis+tance to poiice
forces. None of the independent Lesser Antilles islands
= (except Barbados) have defense forces: they depend on ill-
‘ trained and ill-equipped constabularies for both internal
and external defense. We have received a lecal ruling that
the U.S. can provide equipment to police units and training
to individual policemen provided the units or individuals
are performing clearly non-police functions, such as a coast
guard function. Eowever, the restrictions and conditions we
are obliged to impose upon recipient governments to assure
compliance with the intent of U.S. law are cumbersome and to
some degree demeaning to the governments. Mocreover, there
is a real need to upgrade the capabilities of the constabu-
laries in their nonpolice functions. There are five options
for treating this issue: (1) going for repeal of Section 660
of the FAA preventing assistance to police forces; (2) getting
an exception for Caribbean Basin countries or countries
worléwide that lack separazte defense forces from the purview
of Section 660; (3) getting an exception to 660 for assistance
limited to anti-terrorist training and ecuipment; (4) con-
3 tinuing to work within the confines of existing legislation,
inter alia using funds from sources o*her then FAH

Obviously,-in the short term we zre limited to Option 4.
, ' Even within that limitation, we:micght consider encouraging
‘ the smaller stztes to establish separate anti-terrorist,
internal security units which would not have on-going civil
law enforcement responsibilities,.and which we coulé there-
fore assist: We would-still have to consider whether the UK
or some U.S. azgency would be better guzlified to provide
training to such a2 unit.

- FMS and IMET levels for most of the Caribbean states
would,. 'given their tiny sizes and populations, be exceedinaly
modest, even-after a-sharply upgraded effort. Programs in
the relatively larger (but still small) countries of the
Dominican-Republic, -Jamaica, Haiti, the Bahamas and, perhaps,
Suriname-and Guyana could be more substantial. Even so, we
estimate that for all} the Caribbean countries, FMS and IMET
levels by FY 83 would be, respectively, $22.5 million and
$2.12 million. o )

Finally, the political situations in Haiti, Guyana and
Grenada pose special problems reguiring their consideration
in elaborating detailed program proposals. )

Attachment:
Summary Table on FMS and IMET levels
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com’ny FY 81 EST. FY 82 (Requested)  FY 82 (Bnhanced) . Py 83 (pr posgd.)
Central America, '
Costa Rica . - ‘»‘4);=f;5 ' | ii. | 5.0 (5.0) S "
El Salvador 10.0 - 25.0 (17.0) , - 25.0 {(j25.)
Guatemala = - ) b . - 4 - C 5.0 :
‘Nonduras ¥ | (45) L : - “ 15.0 (8.)
Panama i.; ' 1 . .. = , _5.0
© Sub Total sanisy o T 5.0 (5.0) © 50,0 (33.)
Caribbean ] S o ‘
Bahamas , - : 1.0 ' - - 1.0
| bom. Rep. 3.0 7.0:(4.0) T - 9.0 (6.)
*Eastern ! | | .
Caribbean 5.0 7.5 (4.5) - 10.0 (10.)
Haiti ' .J .3 - - ’ .5
Jamaica - 1.5 1.0 (1.0) - | _2.0
Sub Total 9.8 - 16.8 (9.5) . - 22.5 (18.)
TOTAL 24.8 56.8 (31.) | 5.0 (5.0) 72.5 (51.)
*Includes Barbados, Dominica, St. Lucia, St. Vincent ' . <

{ ) = Direct FMS Credit on Concessional Terms
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COUNTRY FY 81 (est.) _ . FY 82 (Requested) FY 82 (Enhanced) FY'93;(PrOp(
: CENTRAL AMERICA . R . ) . o
: _Beiiie 1 i Ll 'ﬂlfgﬂ: L ” {- 5 “ S o .06 - : .07
+ Costa Rica +03 ; 'V | dé N | s S - . : -3
El Salvador R T R Y L B
Guatemala e ( ‘ | \ ~ : R .7
: Hoﬁduras S 1';.53 ;;l'vl?j' BT e L ) . 1.0
Panama | 39l “ | NS ] . ' - . —3
Sub Total 139 2.26 .06 ' 4.07
CARIBBEAN : :
Bahamas " .04 , - 06 - .06
Barbados . .08 : .1 - CL2
] Dominica .03 : .06 - .06
Dom Rep .42 . _ .6 - .8
. Guyana .02 .64 - .05 f
‘ Naiti ‘ .11 | .41 v - .5 |
Jamaica .05 ' _ .07 - .15 ‘
St. Lucia .05 .06 - i .ﬂl
; St. Vincent .04 . .06 - |
A Suriname -0 .07 - 1
Sub Total .07 1.53 - 2,12

| o
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Second Strategic Element: Sections Calling for °©
U.S. Support for economic ‘Development and . -
Caribbean Basin Cooperation

SUMMARY |

The basic paper describes the need for increased U.S.
and international economic assistance to Central America and
the Caribbean to attack economic and social root causes of
insurgency and to achieve maximum political, psychological
and propaganda impact. It also introduces the concept of a
Caribbean Basin Cooperation Agreement to strengthen the
links of the small Central American and Caribbean economies
to the markets of North America. :

. This paper "summarizes the latest draft of a Caribbean
Basin initiative being developed within the State Department -
in consultation with AID. While not vet in agreed final
form, the paper provides an indication of how U.S. policies
could forward broad U.S. strategy in the trade, assistance,
and economic. cooperation areas. Basically, the proposal
envisions the development of a Caribbean Basin Cooperation -

-framework which -could be announced in principle in a meeting
of the Chiefs of-State of the U.S., Canada and perhaps Vene-

zuela and Mexico.. Following further consultations and nego-
tiations by a steering committee composed of key donor and
recipient.-countries, a Caribbean Basin Summit of donor and
recipient heads of state would be called to approve the

-agreement . framework.... The proposed framework would encompass

mechanisms for (a)~a phased movement to one-way free trade

‘beginming with U.S. "and Canadian extension of GSP to all

eligible products; '(b)- some guarantee of private foreign and
domestic investment against expropriation, war and civil
disorder-risks by-the developed and developing states of the
area; and_(c) increased official capital flows for balance
of payments support and implementation of key projects. The
recipient countries for their part would commit themselves
to adhere to sound economic programs (with IMF endorsement),

- support for economic and political pluralism, and guarantees

against arbitrary or confiscatory expropriation of foreign
investment. 1In addition to new departures in U.S. trade
policies, the initiative would also require substantially
increased U.S. economic support. (ESF) and development assis-
tance as part of broader multinational efforts. End summary.
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PROGRAM-ANDP—STRUCTURE OF THE CARIBBEAN BASIN PLAN '

;..

A United States undertaking, along with other nations, .

to pursue a broad effort to enhance the economic development
of the Central American and Caribbean countries is essential
to strengthen democratic institutions and prevent future
insurgencies, political unrest, and migration surges. Such
an initiative would also make a major psychological impact
on the region by demonstrating our long-term commitment to
it.

a. Program - -

. A Caribbean Basin development initiative (covering
Central America and the Caribbean islands plus Guyana and
Suriname) would contain three mutually reinforcing elements:
(a) a phased movement to one-way f = trade (with appro-
priate safeguards), beginning wit! = S. and Canadian exten-
sion of GSP to all eligible produc , (b) guarantee of
private -domestic and foreign investment against expropria-
tion, war, and civil .disorder risks, through existing offi-
cial ORIC-like insurance organizations, or .a new regional

' _mechanism, and (c) increased official capital flows for

balance of payment support and key project assistance.

These measures would-be- supplemented by development-oriented
cooperation in-the education and informational areas. If
successful, the met ‘effect of the development initiative

- would be to. increase agricultural, industrial, and service

sector, productivity: and output of most countries of the
region to levels:generating income sufficient to permit
se1f—sustained growth”within the next ten-fifteen years.

T i DA LoD The L

" -Simultaneously,’ the problem of growth-created social

and economic- dislocations and acute-deprivation -- potentially
spawning, -and:exploitable by, Marxist-Leninist groups -- '
could be attacked through targeted programs aimed at main-
taining-the_ integrity-and standard of living of rural house-
holds, encouraging basic -food production, and reducing urban
un-- and underemployment through promotion of productive
activities. =~ . '

- b. ~Politicai'Cbnsiderations

A Caribbean Basin development initiative would provide
several political payoffs: (a) fundamental causes of
instability would be addressed; (b) economic and political
Pluralism would be strengthened; (c) other nations, including

. CONFIDENTIAL
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role, would be involved with us in a broadly acceptable
regional action; (d) means would be available to underline-
the desirability of alignment with the United States and of
commitment to democracy and pluralism; (e) basic causes of
migration would be addressed as a supplement to tighter U.S.
immigration controls, and (f) a partial response on
North-South issues would be provided coincident with Presi-
dent Reagan's attendance at the Cancun Summit.

. some uncomfortable with our Central American military
-

Our capacity to reward and, when appropriate, deprive
specific states involved in the development scheme would
be maintained by implementing our assistance and trade pre-
ference commitments on a country-by-country basis. While
we propose to use the tools of conditionality and selectivity
judiciously and with caution, we believe it important to
retain the flexibility to use these mechanisms to promote
our broad-interests in the region. Implementation agree-
ments could contain both annual review and termination provi-
sions. The participation by other states and some multi-
lateral institutions in the scheme might, of course, provide
some help to unfriendly countries and limit the impact of
any application of U.S. economic constraints. Nonetheless,
very significant U.S. unilateral constraint options would
_ .exist. Indeed, the opportunity costs for states troublesome B
. - to us would be far more severe than at present. , §

'~ c. ‘Scenario for Implementation
5 : : .

- The basic notion of a Caribbean Basin development
initiative could be raised first by President Reagan with
Mexican Presidenf Lopez Portillo. President Reagan could
suggest that, following up on the Mexican-Venezuelan petroleum
arrangement and other suggestions for regional development
-cooperatiomn, he and- Lopez Portillo, plus Trudeau and Venezue-
lan_President Herrera Campins, might usefully get together
- in a Quadrilateral.Meeting at the end of the summer (after A
‘the Ottawa -Summit}):-to discuss the possible shape of a develop- .  “I%%

“ment initiative covering the small countries of the region. o
The Quadrilateral Meeting would work up a framework arrange-
ment outlining possible general commitments that could be
offered by individual donors in the fields of aid, trade, and
-investment and the nature of the obligations that would be
~asked of recipients in the investment and economic policy
areas. We hope that Mexico will be receptive to cooperating ‘
in Quadrilateral sponsorship of .Caribbean Basin Cooperation; :
should Mexico not wish to participate, however, we would
Pplan to proceed without her.

. ‘ , ' . CONFIDENTIAL —
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)‘ Following the proposed Quadrilateral Meeting, a _
consultation/negotiation process could be undertaken by a -
steering committee composed of-key donor and recipient
states (perhaps headed by a distinguished Canadian) which
would seek to shape a generally acceptable consensus for
‘endorsement at a Caribbean Basin donor/recipient heads-of-
state meeting. This Caribbean Summit, which could be called,
for example, by Jamaican Prime Minister Seaga, would consti-
tute the culmination of the negotiating process and would
appraove a general framework in which donors and recipients
would commit themselves in the areas referred to above.
4
Implementation of the programs would occur at various
levels: individual donors and recipients would negotiate
bilateral agreements specifying their reciprocal commitments
(this would be the focus and political core of U.S. assis-
tance efforts in order to provide us with effective leverage);
a Caribbean Basin-wide conference would be held to form the
mixed, private/public regional investment insurance firm;
. and, to.supplement the Caribbean Group for Cooperation in
Economic Development (CGCED), a second IBRD-1led development
group would be formed for Central America to provide a simi-
lar sub-regional focus on Central American economic and
_ development problems. An annual ministerial-level Caribbean
- .. Basin review meeting could be held to review priorities and
‘ policy issues.. :

Throughout the period during which the Caribbean Basin
cooperation. conecept is being developed and negotiated, the
U.S. will need to consult periodically with leading South
American-countries not included within the scheme to seek
their understanding and consider ways to be responsive to
their. problems. - - -

' TRADE -AND INVESTMENT FEATURES OF THE CARIBBEAN BASIN PLAN

We propose a two-pronged initiative using trade measures
to benefit the countries of the Caribbean Basin and to link
them more closely to the Western economic system, particularly
to the markets of North America. Those steps in broad terms
are:

l. The eventual creation of a one~way free trade zone
giving products of the Caribbean Basin countries access to
the U.S. market on a preferential, non-MFN basis:

-— We would-commit ourselves in principle to granting
— unrestricted access for all Caribbean Basin products. Free
access could be achieved over a brief transition period,
longer for sensitive products;

CONFIDENTIAL
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' __-- To extract maximum economic benefit from suEh a

- eme, we might condition it upon- an agreement among<Carib-.

. bean Basin countries to liberalize trade gradually among
themselves, and to open their markets over time to foreign
competition. _

-- Appropriate safeguards would have to be established
to maintain control over the benefits and costs of the scheme,
particularly to avoid use of Caribbean countries as trans-
shipment points and to protect ourselves against sudden
surges causing injury to a sensitive U.S. industry.

’ 2. While we were laying the groundwork for a one-way
free trade area through a process of consultation and negotia-
tion, which could take one or two years, we could take steps
to reduce trade barriers immediately as part of an under-
taking by recipient countries at the initial Caribbean Basin
Summit meeting to commit themselves to Caribbean coopera-

tion and corresponding benefits and obligations. We could
move gquickly to: -

-~ extend special textile benefits, either through
discounts or exceptions from quotas for apparel imported
o into the U.S. under TSUSA or through giving the Caribbean
o 5 Basin countries-higher than MFA Annex B growth rates or base
‘ ‘levels, and/or more flexibility in the use and negotiation
) of quota restraints:.

-- We could consider adding to the 2800 (of 7000
possible tariff line items) items currently eligible for
GSP. We could designate these additions as being solely for
the Caribbean Basin-countries, as provided for under interna-
tional trading.practices.

* == We could take advantage of currently existing
authority, which is quite limited, to grant tariff reduc-
tions on an MFN basis, or we could go to the Hill for addi-
tional congressional ‘authority; :

-~ We could eliminate the tariff on sugar and reduce
or eliminate the variable fees which may be assessed on sugar.

With regard to investment, we would seek to develop two
mechanisms to promote. private investment in the region:

-(a) a regional treaty of investment rights and duties,
including non-discrimination, nationalization only with due
process, and convertibility, and (b) a new means of regional
insurance of at least some domestic as well as foreign invest-
ment against expropriation and political risk. Trade con-

‘ cessions could not be extended to those countries that do
- ‘ not participate in the regional treaty.

-
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CARIBBEAN BASIN PLAN: CAPITAL REQUIREMENTS

The Caribbean Basin is in the midst of a period of
serious economic decline. Without major changes in economic
policy, supported on one hand by measures to increase pro-
ductivity and exports, and on the other by substantial exter-
nal financial assistance, that decline will continue and
intensify. U.S. and other donors can help to identify and
remove existing local constraints on investment and producti-
vity. We can also stimulate investment by providing expanded
access to the U.S. market and by developing mechanisms to
reduce the risk of new investment (as discussed above).

Each of these steps, although important, will be difficult
to implement and slow to take effect. In the interim, the
magnitude of Basin financial needs, and the undeniable poli-~-
tical and short-term economic costs of necessary domestic

. economic reforms, point to a critical need for major addi-

tional economic assistance.

- Dréwing uéonfthé precedent of the Caribbean Group for
Cooperation in Economic Development (CGCED), we should seek

~ the formation of a multilateral consultative group on Central

America. Under' the leadership of the World Bank and IMF,
the Group would encourage an expanded, coordinated donor

effort in the context of sound economic adjustment programs.

As discussed below,..the group would need to undertake a
substantial expansion of balance of payments assistance to
key Central American countries to support moderate improve-
ment from projected.economic growth rates. Support for
development assistance projects would need to be expanded
to address basic—structural problems.

1. ~Balance 6f'Péyﬁénts Assistance:

Increased balance of payments support must be proﬁided

~in the context of economic programs supported by the IMF

and IBRD which establish realistic growth targets, fiscal
restraint and economic policy adjustments.
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) Our projections indicate that those countries which can

reasonably be expected to be operating under IMF programs
(Costa Rica, E1 Salvador, Honduras, and the Eastern Carib-
bean) would collectively face annual financing gaps of
between $400 million and $500 million annually in the first
“three years of the initiative.* This gap represents the
additional foreign exchange which would be needed to finance
imports- to support modest increases in projected economic
growth rates for Central American countries (from negative
two percent to plus one percent in the case of Costa Rica
and El Salvador). The gap projection is a crude one and
would vary depending on changes in import prices, the degree
of internal economic adjustment, and the responsiveness of
private capital flows. Specific growth targets, adjustment
measures, and recommendations for balance of payments assis-
tance would be made by the consultative group in the context
of IMF/IBRD programs.

- The projections do indicate the general magnitude of
- the financing gap which the U.S. must be prepared to help
bridge if increased economic growth in the first years of
the program is to-be achieved.

.a multilateral effort, the U.S. will need to increase ESF
allocations -by about $200 million per year above current
,_"budget.projections,, B

.- S - 3 order to help bridge this financing gap as part of

* In addition.to increased U.S. contributions of balance

of payments. assistance, to facilitate short- to medium-term
adjustments, AID"could conceivably increase new project
'fundingloverftheﬂ2¥82'CP levels by approximately
-5125-5225rmillionﬁannually by concentrating on the structural
. Problems-described:above. This additional annual require- '
ment is .not included in the congressional presentation for

FY 82 or in AID”s‘budget planning to date for FY83. These
investments would be: required to provide the basis for con-

tinuing gro <in-the area and to spread further the benefits
of that growth -to help meet our political objectives.

" * Jamaica's IMF program would continue, but is virtually
fully financed and would not require incremental donor
balance of payments assistance.- Other Basin countries are
unlikely to seek IMF support due to political/historical or
economic policy reasons, and may not be claimants on donor

- ‘ balance of payments assistance.
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budget request have established 2 hasic development assis-

posed in AID's planning documents and to open up some impor-

-and employment.: Major emphasis would go to programs that
- would stimulate agricultural production, develop exports,

Increases above that level would likely encounter serious
institutional absorptive capacity constraints in many
countries of the region. In some countries it would take
several years before the implied increases could be achieved,
while greater amounts could be absorbed now in others,
reducing outyear needs. AID manpower constraints would

also be a serious limiting factor. A doubllng of develop-
ment progect assistance would require a minimum of 20-30
new positions and could go above that.’

In the Central American/Caribbean region sound strate-
gies exist and economic analyses have been done on each
country which would justify the application of substantial
increments of both program and project assistance. AID
planning documents prepared in anticipation of the FY 1983

tance framework. The primary ef  t of making available
additional amounts of flexible f. acing would be to speed
the pace and impact of implementation of the strategles pro-

tant addltlonal_asststance intervention options.

Increases 1n.AID progect financing would be directed
toward key structural-constralnts to expanding production

find energy alternatives, and encourage prlvate-sector
initiatives. Special attention would also be given to
training at all levels, (not only by AID but also by USICA
and State CU) to expand absorptlve capacity for increased '
development':esource flows. : .

FINAL NOTE‘; Obstacieslto Overcome

There are a number of very significant obstacles to be
overcome to implement this development initiative. While
not insurmountable, all represent substantial problems.
These obstacles include: (a) significant domestic opposition
to U.S. trade concessions, particularly in sensitive indus-
tries; (b) economic constraints on increased U.S. official
capital flow to the region; (c) U.S. trade union opposition
to the “export of jobs;" (d) Puerto Rican concern over its
relative trade and investment-attracting position; (e) Mexican
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fears over Caribbean competition in the U.S. markét;

(f) resistance by several countries (Guatemala, the Domihican
Republic, for example) to undertaking commitments to adhere
to IMF conditionality; (g) recipient state resistance to
undertaking investment protection commitments; (h) latent
tensions among the Central American and Caribbean states
themselves, and (i) donor country differences of view on

the Central American situation.

The Administration will have to exert major diplomatic
and political efforts to implement this development initia-
tive. The pay-offs for American interests will be great,
however, if the initiative is successful.
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